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Diagnostic Sector

The diagnostic industry has emerged as an attractive play in India's growing healthcare
sector and is one of the fastest growing services in the country. The domestic diagnostic
industry is estimated at USD9bn (around INR 675bn) and is expected to grow at a
compounded annual growth rate (CAGR) of ~10% over the next 5 years. Growth will be
primarily driven by change in demographics, increase in lifestyle diseases, and higher
income levels across all strata of society, rise in preventive testing, deeper penetration
with asset-light expansion, and spread of healthcare services and insurance.

The diagnostic segment is a critical component of the healthcare sector. Globally, ~80% of
physician diagnoses are a result of laboratory tests. There are mainly 3 types of tests:
Routine, clinical lab and specialty tests.

e Routine tests: Common tests like sugar, cholesterol, HIV, pap, pregnancy, etc.

e C(linical lab tests to monitor diseases and drug treatments

e Specialty tests: Genetics, immunology, oncology, endocrinology and other critical
segments

The Indian diagnostic industry is highly fragmented and under-penetrated despite the
presence of over 1 lakh labs. Diagnostic chains command ~16% market share. The 4 major
players — Dr Lal PathLabs (DLPL), Metropolis Healthcare (METROHL), SRL Diagnostics (SRL)
and Thyrocare Technologies — have a share of ~6%. So, there is a huge opportunity for
national players to consolidate and for organic expansion.

The industry is broadly segregated into pathology testing and imaging diagnostic services.
Pathology testing (in-vitro diagnosis) includes sample collection in the form of blood, urine
and stool. This is followed by the sample's analysation using laboratory equipment and
technology to derive useful clinical information for assisting in patient treatment. The
imaging diagnostic segment consist of more complex tests like computed tomography (CT)
scans and magnetic resonance imaging (MRI) and other highly specialised tests like
positron emission tomography (PET)-CT scans. As per estimates, the pathology segment
contributes ~58% of total market revenue.

With private diagnostic chains taking the lead with superior and quality services, highly
accurate and wider test menu -- resulting in market share gains — we expect consolidation
in the sector going forward. Currently, only 1% of labs are National Accreditation Board of
Laboratories (NABL) and/or College of American Pathologists (CAP) accredited. Only a few
large national players like SRL, DLPL, METROHL, Thyrocare, Max Healthcare and Apollo
Clinic have accredited labs.

We prefer diagnostics sector in healthcare services on account of huge opportunity
market and national players will be the major beneficiaries. We prefer Metropolis
Healthcare on account of a) wide test menu; b) Regular addition of labs/PSCs to remain in
close proximity to its customers; c) Benefits of economies of scale along with stable
operating margin and return profile; d) Diversified customer base: B2B, business-to-
government, B2C; e) Asset-light and hub & spoke model; and f) Technology initiatives to
integrate systems and streamline processes.
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Exhibit 1: Indian diagnostic industry — Market structure

Diagnostic industry
INR 675 Bn
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37% 47% 16%
Hospitals with own labs Small labs with basic tests Hub and spoke models
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Indian diagnostic industry — Positioning

Exhibit 2: Indian diagnostic industry — Exhibit 3: Referrals constitute lion’s Exhibit 4: Market mix between
Break-up share of Indian diagnostic industry urban and rural
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Source: Edelweiss Professional Investor Research
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Diagnostic Sector Sector Growth Drivers

Exhibit 5: Indian diagnostic industry — Major growth drivers
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I. National diagnostic players — Delivering consistent growth

A huge addressable market, with under-spending/under-penetrated healthcare services in India,
provides demand longevity to players with reach, brand and quality service. The fragmented nature
of the industry, healthy growth of the sector and scalable business, provides a huge opportunity for
prominent players to scale up in their core markets as high volumes drive cost benefits.

The major challenge for the diagnostic players is not capital constraints to drive scale but the local
referral ecosystem. Thus, players have to focus on brand value to gain in the referral ecosystem,
deepen penetration and upsell complex tests.

Exhibit 6: Major 3 national diagnostic players — Maintaining healthy growth momentum

FY16-20 CAGR
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m Revenue CAGR (%) EBITDA CAGR (%) PAT CAGR (%) e EBITDA margin (%) RHS

Source: Edelweiss Professional Investor Research

National diagnostic players — Growing faster than the sector

The 3 listed national players in the diagnostic space have delivered healthy growth in the past 10
years. Consolidated sales of all 3 players grew 21% over FY11-20 and is expected to outperform the
sector in coming years on account of consolidation, increase in brand penetration and quality of
service. The major players are continuously increasing incremental sales per annum, which
improved to over INR 300 crore during FY12-20 from around INR 160 crore.

Exhibit 7: National diagnostic players delivered healthy growth
3,000
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Source: Edelweiss Professional Investor Research
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Exhibit 9: National diagnostic players — Sales growth (%)
National players
. . . Sales growth (%)
improving margins -
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15% 19% 37%
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Source: Edelweiss Professional Investor Research
Exhibit 10: Margins for national diagnostic players improve through quality service
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Source: Edelweiss Professional Investor Research
Note: Considered sales of DLPL, METROHL, Thyrocare
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Exhibit 11: Increase in penetration levels reflects in the Exhibit 12: Deepening network resulted in increase in tests
number of patients
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Source: Edelweiss Professional Investor Research
Exhibit 13: B2B and B2C business mix Exhibit 14: Geographical sales mix — Players focus on
regions to grow their core market
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Exhibit 15: Classification of tests
Routine & wellness:
e Hemogram
0 e Biochemical parameters
15% L .
e Lipid profile
30% . .
37% e Liver function test
e Kidney function test
35% General tests:

37%

e Random urine analysis
e Stool test

Semi-specialised tests:
e Thyroid function tests
e Vitamin tests

METROHL DLPL Thyrocare
Specialised tests:

e Gastric cancer marker CA 72.4

e Pancreatic cancer marker CA 19.9
o HLA DNA typing

e Hepatitis C viral RNA

Edelweiss Professional Investor Research 7
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Exhibit 16: Realisation per test to improve with specialised Exhibit 17: Realisation per patient reflects brand and
tests quality
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Exhibit 18: EBITDA per test defines profitability Exhibit 19: EBITDA per patient: A focus area
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Exhibit 20: Diagnostic chain well positioned to improve their operating parameters
Parameter (FY20) METROHL DLPL SRL Thyrocare
Number of patients visited (million) 10 19.4 15 20
Revenue per patient (INR) 856 686 677 200
Revenue (INR crore) 856 1.330 1.016 400
Tests and profiles 4.099 4,953 3,700 747
Number of central laboratories 1 1 0 1
Number of regional references 13 1 4 9
Number of other labs 111 214 400 0
Number of collection centres 2,731 3,095 1,400 6,342
Number of patient touchpoints Over 10,000 6,995 Over 8,200 Over 30,000
B2C (% of revenue) 44 67 57 22
Routine & wellness: 26% Routine & wellness: 35% Routine & wellness: 85%
Tests Semi-specialised: 37% Semi-specialised: 35% Semi-specialised: 15%
Specialised: 37% Specialised: 30% Specialised: 0
Wellness (% of revenue) 8 12 4 51
Advances and promotion (% of sales) 1.7 2.8 2.8 2.8
Geographic strength West and south North Pan India Pan India

Source: Edelweiss Professional Investor Research

Exhibit 21: Improved financials of major diagnostic chains which dominate the sector

FY16-20 (average) METROHL DLPL SRL Thyrocare
EBITDA margin 27% 26% 20% 39%
Depreciation and amortisation 3% 4% 6% 6%
EBIT margin 24% 22% 13% 33%
Interest burden 1% 0 2% 0
PBT margin 23% 22% 11% 33%
Tax burden 8% 5% 4% 12%
PAT margin 16% 17% 7% 24%
Fixed asset turnover 33 6.7 0.9 1.9
Asset turnover 0.9 1.5 0.8
ROAE (%) 30 27 7 20
Debt-to-equity ratio 0 0 1.2 0
ROACE (%) 39 38 14 31
RoIC (%) 47 78 14 25
OCF (INR crore) 138 203 109
FCF (INR crore) 87 33 17
Working capital days 14 (44) 57
P/E (FY22E) 32x 40x 19x

Edelweiss Professional Investor Research

Source: Edelweiss Professional Investor Research
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National players have majority of accredited labs in the country, focus on quality

National diagnostic players focus on quality through their accredited lab network has helped them
establish a brand for themselves in their core market of operation. There are around 1,216 NABL
accredited labs, which is ~1% of total labs in India and works out to less than 1 lab per million. The
top 4 players have the maximum number of NABL accredited labs. Though the number of accredited
labs in India have been growing at 16% CAGR to 1,216 in 2020 from 576 in 2015, there is still a long
way to go to reach the numbers of peer nations such as the UK, US and Australia, which have more
than 10 labs per million. Quality will be the key future growth driver for the diagnostic industry,
where national players are ahead of sector peers.

Exhibit 22: NABL accredited labs state-wise

States No States No
Maharashtra 116 Guijarat 54
Karnataka 90 Haryana 44
Delhi 156 Jharkhand 12
Tamil Nadu 73 Kerala 36
MP 12 Manipur 7
up 70 Meghalaya 3
Kolkata 90 Mizoram 2
Rajasthan 33 Nagaland 2
Himachal Pradesh 2 Odisha 9
Andhra Pradesh 36 Punjab 24
Telangana 65 Sikkim 1
Assam 23 Tripura 1
Bihar 10 Uttarakhand 12
Chhattisgarh 1 Chandigarh 11
Goa 3 Jammu & Kashmir 2
Puducherry 2
Others 214

Source: Edelweiss Professional Investor Research

Exhibit 23: North and south India have the maximum number of NABL labs

321
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219
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East West North South

Source: Edelweiss Professional Investor Research
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Exhibit 24: Major cities have higher number of NABL accredited labs
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74 %
45 60 °0 54
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Ahmedabad Chennai Hyderabad Mumbai Kolkata Delhi

Jaipur Bengaluru

Source: Edelweiss Professional Investor Research

National diagnostic players poised to gain market share

Diagnostic players, with revenue above INR 100 crore, are profitable with better operating margins
as the benefits of scale in test coverage and market penetration brings operating leverage.

Benefits of scale:

1.

Edelweiss Professional Investor Research

Diagnostic companies procure their main raw material of chemicals/reagents from equipment
manufacturers. Moreover, machines are supplied to them free of cost, lowering their upfront
capex requirement for expansion. This arrangement is available to scaled up players only as they
can procure reagents in bulk.

Large organised diagnostic chains are in a position to perform high revenue generating complex
tests.

Their strong brand visibility and widespread network of labs and patient service centres attracts
more B2C revenue.

Doctors’ associations play a crucial role in growth, which is driven by a strong brand
The hub and spoke model ushers cost efficiencies with bulk testing and increased penetration.

Their efficient IT infrastructure, centralised operations and streamlined pan India processes help
them gain market share.

Exhibit 25: Scale benefits of national chains

Ability to
perform
complex tests

Hub & spoke
logistics
IT systems and
centralised
operations

Source: Edelweiss Professional Investor Research
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Exhibit 27: Test package offer - METROHL is charging a higher premium on test packages

Thyrocare
Price (INR)
No. of tests profiles
METROHL
Price (INR)
No. of tests
DLPL

Price (INR)
No. of tests
SRL

Price (INR)
No. of tests
Suburban
Price (INR)

No. of tests
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Il. Diagnostic industry — Pricing depends on brand and reach

Diagnostic players continuously see minimum price increases of 0.3% to 0.5% per annum to cover
medical cost inflation. Easing of private equity (PE) deal momentum may provide relief on pricing
competition and frequency of hikes. The dominant brands in their core region regulate pricing.
However, this discipline is restricted to regions as no national player who can dominate pricing
across the country. Though the price hikes are increasingly coming under the scrutiny of regulators
and the government, it is still a free run for diagnostic players so far.

Exhibit 26: National diagnostic players — Pricing of key tests

Average test prices (INR) ?::teirr‘ael Diabetes Thyroid Liver profile Cancer
DLPL 500 130 520 750 1,185
METROHL 650 145 530 730 1,110
SRL 630 130 430 740 1,380
Thyrocare 600 120 400 400 -

Swasth super 1
999
28

Complete care essential

Swasthfit tax saver advance
5,000
46

Complete male & female care

Source: Edelweiss Professional Investor Research

Swasth super 3
1,999
28

Complete care advance

Arogyam 1.3 Arogyam 1.4 Arogyam 1.8 Arogyam X
1,000 2,500 3,400 4,700
12 14 23 28
Healthy youth plus (Over 25 Healthy master plus (Over 35  Healthy women plus (Over 35 Healthy senior plus (Over 55
years) years) years) years)
3,600 4,800 5,500 6,200
21 33 27 39

Swasth super 4
2,299
48

Complete care

1,399 1,999 1,999 3,199
9 18 16 22
Express mini Express package Women express Express plus
2,500 4,200 4,200 4,700
8 17 17 19

Edelweiss Professional Investor Research
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Exhibit 28: Price comparison of common pathology tests — Region wise
Region North Central East West South
Diagnostic centre DLPL Lifeline Labs DLPL Suraksha Suburban METROHL SRL Thyrocare Vijaya
Major cities New Delhi Bhopal Kolkata Mumbai Hyderabad
CBC-blood test 350 280 200 480 230 310 550 300 350
Lipid profile 140 920 140 180 200 1,400 150 400 650
Glucose 80 80 80 60 80 90 80 100 100
Kidney profile 800 780 450 1,150 1,250 1,900 1,520 - 800
Liver function 800 780 550 600 700 1,475 900 500 800
Vit-B12 1,550 1,600 1,100 1,000 1,000 1,650 1,650 800 1,500
Thyroid profile 950 900 500 550 700 750 550 400 600
Total (INR) 4,670 5,340 3,020 4,020 4,160 7,575 5,400 2,500 4,800

Source: Edelweiss Professional Investor Research

Exhibit 29: Price comparison of common radiology tests

Kolkata Chennai
Radiology tests price (INR) D?:gr:tss[t‘iacs METROHL Merl:.\::iaarln:::::tals Vijaya Hospital
X-ray 360 450 700 1,000
UsG 2,250 1,500 1,200 1,500
CT scan 2,000 3,000 - 4,000-7,000
MRI 6,000 3,000-7,000 10,200 8,500
DEXA scan - - 6,700 -
Mammography 1,750 2000 2,100 2,000
PET-CT scan - - 19,000 -

Source: Edelweiss Professional Investor Research
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Ill. Expected increase in health insurance coverage
Most diagnostic testings in India is still an out of pocket expense and is hardly covered by any of the
prevailing insurance schemes in the market.

While the Insurance Regulatory and Development Authority of India (IRDAI) pegs the health
insurance opportunity size at INR 3 lakh crore, the market size as on FY19-end stands under INR
50,000 crore. This highlights the industry’s strong growth potential going forward. Life insurers
mostly provide benefit policies for health protection, attached as riders to the base policy, although
standalone policies have also been offered.

As per IRDAI, only 36 crore individuals had health insurance coverage, of which only 20% was via
commercial insurance providers in the life and non-life space, as bulk of it comes from Central and
state government-sponsored schemes. Private health expenditure is expected to rise significantly
as life expectancy continues to increase. Till date, the lion’s share of healthcare expenditure has
come from out-of-pocket expenditure, which is the highest in India compared to its regional peers.

Exhibit 30: Share of out of pocket expenditure
(as a % of total health expenditure) for Asian peers

62%

55%
47%
36%
? 32%
I I - -

India Singapore Indonesia South Korea China Japan Thailand

Source: Edelweiss Professional Investor Research

A multitude of factors — under-penetration, low government share of expenditure, rising life
expectancy and higher healthcare cost — will be the key growth drivers in this segment.

Inclusion of diagnostic tests under insurance coverage could act as a booster shot

Besides the under-penetration of health insurance, India trails the world in outpatient department
(OPD) and diagnostic tests coverage. As per various industry estimates, ~20% of total diagnostic
services are being reimbursed via insurance claims, the rest is met by out of pocket expense. This is
resulting in a significant section of the population opting for cheaper alternatives. The inclusion of
OPD and diagnostic tests in insurance coverage in many Western countries had led to an inflection
in the growth rate of the diagnostic industry. We expect a similar trends to emerge in India if such
tests are covered by insurance policies.

Edelweiss Professional Investor Research 14
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Large scale implementation of Ayushman Bharat can alter the growth trajectory

The Ayushman Bharat Pradhan Mantri Jan Arogya Yojana (PM-JAY) aims to provide healthcare
facilities to the under-privileged. Rolled out by the Centre in September 2018, it is the largest health
assurance scheme in the world and provides a health cover of INR 5 lakh per family per year for
secondary and tertiary care hospitalisation to over 10.74 crore poor and vulnerable families (~50
crore beneficiaries) that form the bottom 40% of the Indian population. Since the launch of the
scheme, more than 1 crore patients have been treated. As per estimates, an average expense of
INR 15,000 per patient has been incurred, implying an expenditure of ~INR 15,000 crore. PM-JAY
only reimburses inpatient cases, where the condition of patients requires admission to a hospital.
With diagnostic spends being on an average ~20% of hospital bills, there has been some growth due
to this scheme. As the scale of the scheme is further ramped up, we see significant growth traction
for the diagnostic industry from government spends on healthcare.

Edelweiss Professional Investor Research 15
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IV. Competition softens with fall in private equity deals

Private equity (PE) players were very active in this space during 2011-15, but the number of deals is
slowly softening. PE investments usually have a 5-7 year tenure. Payers backed by PEs typically focus
of creating scale in the market or try to gain market share by pushing prices lower. The diagnostic
sector is now relatively immune to price competition as we are observing a slowdown in PE deals.

Exhibit 31: Number of PE deals in Indian diagnostic lab companies

Number
N w D w (o))

-

7
7
4
3 3 3
2 2 2 2
1 1 1
0 0 0 I 0 0 I I
2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018

Source: Edelweiss Professional Investor Research

Edelweiss Professional Investor Research 16



Diagnostic Sector

Exhibit 32: PE investments in the Indian diagnostic industry

Sector Hypothesis
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Year Target Acquirer Deal V.al.ue Stake (%)
(USD million)

2005 Pathnet India Pvt Ltd Healthscope Ltd 49%

2006 METROHL ICICI Venture Funds Management Co Ltd 8

2006 Thyrocare Bennett Coleman & Co Ltd 7

2006 Elbit Medical Diagnostics Biotechnology Venture Capital Fund 2

2009 MEDall Healthcare Pvt Ltd Peepul Capital LLC 41 80%

2010 METROHL Warburg Pincus LLC 85 27%

2010 DLPL TA Associates Inc 35 16%

2010 Thyrocare CX Advisors LLP 41 30%

2011 SRL Avigo Capital Partners 22 9%

2011 SRL Sabre Partners 11 4%

2012 SRL Jacob Ballas Capital India Pvt Ltd 45 16%

2012 SRL International Finance Corp-IFC 22 8%

2012 SRL Avigo Capital Partners 4

2012 Thyrocare Norwest Venture Partners 23 10%

2012 Core Diagnostics Artiman Ventures 5

2012 Trivitron Healthcare Fidelity India Capital 75 40%

2012 Suburban Diagnostics Pvt Ltd Sequoia Capital 7 30%

2013 Nueclear Healthcare Ltd Norwest Venture Partners 4

2013 DLPL WestBridge Capital LLP;TA Associates Inc 44 16%

2013 Suraksha Diagnostic Pvt Ltd Lighthouse Funds, LLC 9 25%

2013 TechMed Healthcare Matrix Partners

2014 MedGenome Labs Pvt Ltd Emerge Ventures 4

2014 Sterling Diagnostics Sterling Addlife 5

2015 MedGenome Labs Pvt Ltd Sequoia Capital 20

2015 METROHL Carlyle Group LP 140 37%

2016 Vijaya Diagnostic Center Kedaara Capital 63

2017 Core Diagnostics Pvt Ltd Eight Roads Ventures; Artiman Ventures; F-Prime Capital 12

2017 Suraksha Diagnostic Pvt Ltd OrbiMed Advisors 40 30%

2017 iGenetic Diagnostics Pvt Ltd Manipal Group; CDC Group plc 20

2018 MedGenome Labs Pvt Ltd Housing Development Finance Corp Ltd - HDFC 40

2018 MedGenome Labs Pvt Ltd Sequoia Capital India; Zodius Capital; Sofina SA 27

Edelweiss Professional Investor Research

Source: Edelweiss Professional Investor Research
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National players gain market share through the inorganic route

National players are driving growth through acquisitions, business mix, by offering high end complex
tests and competitive pricing. This inorganic expansion is the result of competitive pricing, lower
scale of business and slowdown in PE investments. This mode of growth is one of the major vectors
of market share gains for national players in this fragmented market. Global players like LabCorp
and Quest Diagnostics in the US have also grown through acquisitions and this model is being
followed by Indian diagnostic players. National players are more focused on Tier Il, Ill cities for

inorganic expansion.

Exhibit 33: M&A activity in the Indian diagnostic space

Number of M&A transactions

7 7
5
4 4
3 3 3 3 3
2 2 2 2

1 1 1 1

Il lo 1 ]
2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019

Source: Edelweiss Professional Investor Research
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Exhibit 34: M&A deals driving growth for national players

Sector Hypothesis
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Year Acquirer Target Target city (L?:;Ir:\,:::):) Stake (%)
2001 DLPL Amolak Diagnostics Pvt Udaipur

2002 METROHL Lister Laboratory 4 50
2003 DLPL Sanya Chemicals Pvt Mumbai

2003 METROHL Sudharma Kerala

2005 METROHL Pathnet India Pvt

2005 METROHL Gribbles Pathnet India Pvt

2006 METROHL Golwilkar Pvt Pune 36

2007 Nicholas Piramal India Jankharia Imaging 100
2008 METROHL RV Diagnostics Bengaluru

2008 METROHL Desai Diagnostics Surat

2009 DLPL Medex Healthcare Pvt Mumbai

2009 DLPL Paliwal Medicare Pvt Kanpur

2010 Super Religare Laboratories Piramal Diagnostic Services Pvt Mumbai 129 100
2011 Fortis Healthcare Super Religare Lab New Delhi 179 75
2011 Vijaya Diagnostic Centre Vijaya Diagnostic Pvt Visakhapatnam

2012 METROHL Dr Patel Metropolis Healthcare Pvt Nasik

2014 Vijaya Diagnostic Centre Medinova Diagnostic Services Hyderabad 3 36
2015 Medgenome Medgenome us 213 72
2015 Medgenome Medgenome us 23 98
2015 Suburban Diagnostics Centre Medicare Labs Mumbai 24

2016 DLPL Dr Bhanudas Yashwant Shinagare Pune 13

2017 DLPL Delta Ria and Pathology Pvt Bhopal 34

2017 METROHL Sanjeevani Pathology Lab Rajkot 8 100
2018 DLPL Dr Lal PathLabs Bangladesh Pvt Bangladesh 18 70
2018 DLPL Satya Pathology & Diagnostic Centre - 20

2018 Quest Diagnostic Strand Life Sciences Pvt Bengaluru 100
2018 Suburban Diagnostics Centre Dr Patwardhan's Pathology Laboratory Thane

2018 Neuberg Diagnostics Ehrlich Laboratory

2018 Neuberg Diagnostics Anand Diagnostic Centre Bengaluru

2018 Neuberg Diagnostics Supratech Micropath Bengaluru

2019 DLPL Bawankar Pathology Udaipur 52

2019 DLPL Centrapath Labs Pvt Indore 70

Edelweiss Professional Investor Research

Source: Edelweiss Professional Investor Research
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Opportunity from relatively weak regional or PE funded diagnostic labs

Exhibit 35: Top 10 diagnostic chains in India — Opportunity to become bigger (over INR 100 crore in sales)
Company (INR crore) Year Sales EBITDA EBITDA margin PAT PAT margin
DLPL FY20 1,330 343 25.8% 225 17%
SRL FY20 1,016 187 18.4% 81 8%
METROHL FY20 856 233 27.2% 128 15%
Thyrocare FY20 462 180 _ 119 26%
Medall FY18 353 94 26.5%
Vijaya Diagnostic Centre FY19 288 103 35.8% 49 17%
Surksha Diagnostics FY19 152 38 25% 17 11%
Suburban Diagnostics Centre FY19 150 7.5 5% 0.06 0%
MedGenome FY19 111 (11) _ (30) (27%)
Aarthi Scans and Labs FY19 101 25 25% 10 10%

Exhibit 36: Next top 8 diagnostic chains — Opportunity or competition? (Over INR 50 crore of sales)
Company (INR crore) Sales EBITDA EBITDA margin PAT PAT margin
Spandan Pathology Laboratory FY19 90 29 32% 9 10%
Oncquest Laboratories FY19 81 (3) (3%) (5) (6%)
PathCare Labs FY19 70 5 7% -
Hitech Diagnostic Centre FY19 69 15 22% 9 13%
Unipath Specialty Laboratory FY19 68 7 10% 3 4%
Diagno Labs FY19 66 (20) (30%) (36) (55%)
Supratech Micropath Laboratory | FY19 63 17 27% 10 16%
Quest Diagnostics FY19 51 (17) (33%) (19) (37%)

Exhibit 37: Acquisition candidates that are struggling to survive and provide an opportunity to gain market share -
(Sales between INR 15 crore and INR 49 crore)

Company (INR crore) Sales EBITDA EBITDA margin PAT PAT margin
3‘23(‘23:; I?ret'JantshIC-IaeraeIthians) FY19 33 (26) - 27) (82%)
Sterling Lab FY18 31 (7) (21%) (10) (31%)
Core Laboratories FY19 29 (18) (62%) (21) (72%)
Neuberg Ehrlich Laboratory FY19 27 1 2% (2) (7%)
Shree Jaya Laboratories FY17 19 1 7% 0 1%

NG Industries FY20 19 3 15% 2 8%
Elbit Medical Diagnostics FY19 16 (5) (29%) (5) (31%)

Source: Edelweiss Professional Investor Research
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Sector Outlook

The diagnostic sector in India is highly fragmented with large chains, standalone centres and
hospital-based laboratories. The lack of regulatory framework and minimum standard requirements
led to low-entry barriers. However, limited test menu/offerings by regional standalone laboratories
and partial coverage of hospital-based laboratories have resulted in higher opportunities for
diagnostic chain players.

Diagnostic chains have the advantage of years of experience, brand trust and recall, global quality
standards and accreditations, brand experience, expansive test menu, patient touchpoints to
service patients locally, value-added offerings for patients and the ability to sustainably grow into
newer markets. Pan India diagnostic players have been gaining market share continuously over the
past few years on account of expanding collection centres and laboratory networks, which has
helped them improve their asset utilisation. National diagnostic players would gain market share in
coming years, especially post the COVID-19 pandemic, which would further lead to industry growth.

Why do we prefer METROHL?

e Play on both size as well as premiumisation

e Increasing share of business from specialised tests

e Relatively young PSCs/labs network to lead to spurt in growth in future
Industry leading Return on Capital Employed (RoCE) and Return on Equity (RoE)

Exhibit 38: Valuation Table

. M-cap . CMP | Target EPS (INR) P/E (x) ROE (%) = RoCE (%) | EV/EBITDA
Companies (INR Rating (INR)  price
crore) FY20 FY21E FY22E FY20 FY21E FY22E FY22E FY22E FY22E
METROHL 9,094 BUY | 1,791 1,982 25.2 23.8 34.9 71.1 75.3 51.4 28.4 34.0 31.9
DLPL 15,196 =~ Hold ' 1,842 1,800 27.1 29.5 39.9 68.0 62.4 46.2 24.8 30.4 30.7
Thyrocare 4,245 Hold 803 650 17.5 13.7 21.7 45.9 43.2 34.9 26.4 34.1 22.0

Source: Edelweiss Professional Investor Research
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Long term compounder whose value is yet to be unlocked

Metropolis Healthcare (METROHL) is one of the largest diagnostic chains in western India, with the region Praveen Sahay
accounting for over 50% of total sales. The management is focusing on increasing its business-to-consumer (B2C) Research Analyst

presence by expanding its collection network. It has delivered healthy financials over the past 5 years,
revenue; earnings before interest, tax, depreciation and amortisation (EBITDA); and profit after tax (PAT)
compounded annual growth rate (CAGR) of 13/14/18%, respectively, with consistent EBITDA margin of ~27%.
Incorporated by Dr Sushil Shah (Chairman), the company works on an asset-light model and earns a Return on
Capital Employed (RoCE) of ~40%. Going forward, the challenges will be in retaining its patient service centres
and expanding into other regions. The stock is trading at a steep valuation of 75/51/44x FY21/22/23E earnings,
respectively, considering 11% adjusted earnings CAGR over FY20-23E. We have a ‘BUY’ rating with a target price
of INR 1,982 per share, which offers 11% upside from its current market price. The company is a compounding
story. It has made strategic expansions in the past, whose full potential will be unlocked in the coming future.

Dominant diagnostic player in the west, expanding to other regions: A long-term positive

The company is a dominant player in western India given its extensive coverage of tests and quality services.
Currently, over 50% of its revenue accrues from this region, but the same has reduced from 56% in FY16. The
management is aggressively increasing its presence in others regions by expanding its collection centres and
laboratory network. The non-focus cities of the company has delivered sales CAGR of ~25% over FY17-20, led by a
4x rise in assisted referral centre (ARC) count to 598 (versus 150 in FY16). It remains committed to be a dominant
B2C player in its focus cities.

Intense focus on raising its B2C sales contribution

B2C contribution from its focus cities has risen to 56% by FY20 from 45% in FY17 and is expected to touch 65%.
The company has a patient service network of 2,731, up 6x over FY16-20. Its lab network grew 9% over FY16-20.
METROHL has grown its existing individual patient touchpoints by 68% between FY17 and FY20. Its B2C segment
registered 20% sales CAGR over FY16-20 and contribution touched 44% in FY20. The management is focusing on
increasing its B2C contribution via aggressive network expansion, integrated brand building campaigns, rasing
awareness among doctors on its quality and service, and focus on customer experience and improvement.

Focus on B2B sales continues: Specialised test menu capabilities creates a leadership position

Historically, the company has focused on the B2B segment in its core market of Mumbai. It is now concentrating
on its business-to-business (B2B) presence in its seeding and other cities through increase in its coverage of
hospitals/clinics and via public-private partnerships (PPP). In its focussed cities, the management is looking to
expand its B2C segment. In comparison to its peers, METROHL has one of the highest revenue contributions (56%)
from the B2B segment (SRL Diagnostics: 43% and Dr Lal PathLabs: 33%). This is also reflected in its test mix, with
specialised tests contributing 37% of revenue versus ~30% for DLPL.

Asset-light model

The company works on an asset-light model and clocks a RoCE of over 40%. Around 91.5% of its centres and 16.1%
of its lab network are asset light. It added majority of labs in FY19 and FY20 through the lease model route, which
is asset light and entails no capital requirement. METROHL has aggressively expanded its patient touchpoints
through enrolment of third-party franchisees (88% of its patient service centres are third-party). It is working on a
hub and spoke model and expanding its third-party collection centres. At present, 66% of its collection centres are
third-party.

Outlook and valuation; initiate coverage with a BUY rating

We have valued the company on a price-to-earnings (P/E) basis given its presence in a high growth sector. The
fragmented nature of this sector and large unorganised segment presents it with a huge opportunity size. Given
the high growth longevity of the diagnostics industry, we value METROHL on a 10-year discounted cash flow (DCF).
We have taken an average of DCF and P/E to arrive at our blended target price of INR 1,982 per share.

Year to March (INR Cr) FY19 FY20 FY21E FY22E FY23E
Revenue 761 856 819 1014 1167
YoY growth (%) 17.6 12.5 -4.3 23.7 15.0
EBITDA 200 233 203 280 322
EBITDA margin (%) 26.3 27.2 24.8 27.6 27.6
Profit after tax 125 128 121 177 207
YoY growth (%) 11.8 22.0 -20.6 46.2 16.9
EPS (INR) 25 25 24 35 41
ROAE (%) 29.7 323 21.4 28.4 30.7
RoOACE (%) 41.6 38.1 25.5 34.0 36.9
P/E (x) 72.7 71.1 75.3 51.4 43.9
EV/EBITDA (x) 44.6 38.3 43.8 31.9 27.6

Edelweiss Professional Investor Research

with a Praveen.sahay@edelweissfin.com]

CMP: INR 1,786
Rating: BUY

Target price: INR 1,982
Upside: 11%
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Metropolis Healthcare Focus Charts
Story in a nutshell
Exhibit 1: Indian diagnostic industry - INR 675 crore Exhibit 2:Indian diagnostic industry — Break-up

16%
42%
47%
= Hospital Based Standalone centers Diagnostic chains = Pathology = Radiology

Exhibit 3:Major 3 national diagnostic players — Maintaining

S . . _ o
healthy growth momentum Exhibit 4:National diagnostic players — Sales growth (%)
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Metropolis Healthcare Ltd

Exhibit 7: Healthy sales growth...
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Exhibit 9: B2C sales driven through network expansion...
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Exhibit 8:...driven by B2C sales
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Exhibit 10: Continues to expand its test offerings
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Exhibit 12: Sales from non-focus cities driven by ARCs
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Income statement (INR crs)
Year to March FY19 FY20 FY21E FY22E FY23E
Income from operations 761 856 819 1,014 1,167
Direct costs 185 217 220 258 296
Employee costs 176 190 188 223 257
Other expenses 376 407 396 476 548
Total operating expenses 561 624 616 734 844
EBITDA 200 233 203 280 322
Depreciation and amortisation 20 39 46 50 53
EBIT 180 194 158 230 269
Interest expenses 1 8 8 7 7
Other income 8 9 12 13 15
Profit before tax 188 194 162 237 277
Provision for tax 63 41 41 60 70
Core profit 125 153 121 177 207
Extraordinary items - -25 - - -
Profit after tax 125 128 121 177 207
Minority Interest -1 -1 -1 -1 -1
Share from associates 0 0 0 0 0
Adjusted net profit 124 128 120 176 206
Equity shares outstanding (cr) 5.0 5.1 5.1 5.1 5.1
EPS (INR) basic 24.6 25.2 23.8 34.9 40.8
Diluted shares (Cr) 5.0 5.1 5.1 5.1 5.1
EPS (INR) fully diluted 24.6 25.2 23.8 34.9 40.8
Dividend per share 13 8 7 22 24
Dividend payout (%) 52.8 26.6 29.4 63.1 58.9
Common size metrics- as % of net revenues

Year to March FY19 FY20 FY21E FY22E FY23E
Operating expenses 73.7 72.8 75.2 72.4 72.4
Depreciation 2.6 4.6 5.6 4.9 4.6
Interest expenditure 0.1 1.0 0.9 0.7 0.6
EBITDA margins 26.3 27.2 24.8 27.6 27.6
Net profit margins 16.2 14.9 14.7 17.4 17.7
Growth metrics (%)

Year to March FY19 FY20 FY21E FY22E FY23E
Revenues 17.6 12.5 (4.3) 23.7 15.0
EBITDA 12.3 16.2 (12.6) 37.7 15.0
PBT 14.9 31 (16.4) 46.2 16.9
Net profit 11.8 22.0 (20.6) 46.2 16.9
EPS 13.6 23 (5.6) 46.5 17.0
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Financials
Balance sheet (INR Cr)
As on 31st March FY19 FY20 FY21E FY22E FY23E
Equity share capital 10 10 10 10 10
Preference Share Capital - - - - -
Reserves & surplus 409 513 591 633 692
Shareholders funds 419 523 601 643 702
Secured loans 17 67 67 67 67
Unsecured loans 0 - - - -
Borrowings 18 67 67 67 67
Minority interest 1 2 2 2 2
Sources of funds 438 592 669 711 770
Gross block 271 394 429 464 494
Depreciation 58 98 144 193 247
Net block 213 296 286 271 247
Capital work in progress 6 3 - - -
Total fixed assets 219 299 286 271 247
Unrealised profit - - - - -
Investments 33 14 76 130 170
Inventories 26 24 23 29 33
Sundry debtors 137 128 123 152 175
Cash and equivalents 80 210 227 210 238
Loans and advances 31 17 16 20 23
Other current assets - - - - -
Total current assets 274 380 389 411 469
Sundry creditors and others 93 85 81 101 116
Provisions 14 12 12 12 12
Total CL & provisions 107 97 93 113 128
Net current assets 167 283 296 298 341
Net Deferred tax 1 12 12 12 12
Misc expenditure 18 -17 - - -
Uses of funds 438 592 669 711 770
Book value per share (INR) 83 103 119 127 139
Cash flow statement
Year to March FY19 FY20 FY21E FY22E FY23E
Net profit 125 177 121 177 207
Add: Depreciation 20 39 46 50 53
Add: Misc expenses written off -9 35 -17
Add: Deferred tax 0 -11 0
Add: Others -1 -1 -1 -1 -1
Gross cash flow 135 239 150 226 260
Less: Changes in W. C. 37 -14 -4 19 15
Operating cash flow 98 254 153 207 245
Less: Capex 31 120 32 35 30
Free cash flow 67 134 121 172 215
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Ratios
Year to March FY19 FY20 FY21E FY22E FY23E
ROAE (%) 29.7 32.3 21.4 28.4 30.7
ROACE (%) 41.6 38.1 25.5 34.0 36.9
Debtors (days) 66 55 55 55 55
Current ratio 2.6 3.9 4.2 3.6 3.7
Debt/Equity 0.0 0.1 0.1 0.1 0.1
Inventory (days) 13 10 10 10 10
Payable (days) 44 36 36 36 36
Cash conversion cycle (days) 34 29 29 29 29
Debt/EBITDA 0.1 0.3 0.3 0.2 0.2
Adjusted debt/Equity -0.1 -0.3 -0.3 -0.2 -0.2
Valuation parameters
Year to March FY19 FY20 FY21E FY22E FY23E
Diluted EPS (INR) 24.6 25.2 23.8 34.9 40.8
Y-0-Y growth (%) 13.6 2.3 (5.6) 46.5 17.0
CEPS (INR) 28.6 37.8 32.9 44.7 51.3
Diluted P/E (x) 72.7 71.1 75.3 51.4 43.9
Price/BV(x) 21.5 17.3 15.1 141 12.9
EV/Sales (x) 11.7 104 10.9 8.8 7.6
EV/EBITDA (x) 44.6 38.3 43.8 31.9 27.6
Diluted shares O/S 5.0 5.1 5.1 5.1 5.1
Basic EPS 24.6 25.2 23.8 34.9 40.8
Basic PE (x) 72.7 71.1 75.3 514 43.9
Dividend yield (%) 0.7 0.4 0.4 1.2 1.3
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Dr Lal PathLabs Ltd

Dr Lal PathLabs (DLPL) is one of India’s premier diagnostic players that has a heavy business-to-
consumer (B2C) presence and is positioned to benefit from favourable sector dynamics. Started in
1949, it provides a broad range of diagnostic and healthcare related tests and services through its
integrated and nation-wide network. The company offers core testing, diagnosis and prevention,
monitoring and treatment of diseases. Its customers include individual patients, hospitals and other
healthcare providers, and corporate customers. DLPL’s country-wide network comprises a national
reference laboratory in New Delhi, supported by 216 clinical laboratories, ~3,095 patient service
centres and over 6,995 pickup points. It has an exhaustive catalogue of tests and it keeps adding
newer and more effective tests over time. The company employs over 4,000 personnel with ~60%
of staff engaged in laboratory functions. At the current market price (CMP) of INR 1,845, the stock
trades at 47x FY22E EPS.

Wide array of testing capabilities

Over the years, DLPL built a wide array of testing services through a catalogue of 455 testing panels
that offers 2,537 pathology and 1,961 radiology and cardiology tests. It has a catalogue of both routine
tests like biochemistry, hematology, clinical pathology, microbiology and basic radiology and
specialised tests like molecular diagnostics flow cytometry genetics/cytogenetics histopathology.
Initiatives like bundled test packages under ‘SwasthFit’ and targeted offerings like ‘Sugar and Me’ are
also offered. The popularity of such offerings are growing as they provide greater value to patients,
thereby leading to higher sampling.

Adopts volume-led growth strategy in the home market and pricing one in weaker geographies
DLPL is the market leader in the north and because of its strong brand recognition, its services are
priced at a premium of ~20%. Over the last few years, it has not initiated any price hikes, with the
management alluded to its strategy of volume growth driving revenue growth there. This strategy has
increased the stickiness of patients to the brand without impacting margin much. Its growth strategy
in central, eastern and western regions have been primarily pricing led. It has been charging ~20%
lower rates than that charged in north India to capture market share and increase brand recognition.
Over FY15-20, revenue share across geographies have changed significantly as the management has
been focusing on reducing geographical concentration and gaining market share in lesser penetrated
geographies of east, west and south India. Revenue share from the north decreased to 69% from 72%,
whereas in the east it increased to 14% from 13%. In international markets, it rose to ~3% from 1%.
Its increased presence in the east is encouraging as it is the fastest growing market and should help
accelerate topline growth.

Robust Balance Sheet to facilitate acquisitions in a post COVID-19 scenario

The company has a robust Balance Sheet with INR 745 crore of cash and cash equivalents at the end
of FY20 and no debt. The management has largely shied from actively pursuing inorganic growth
opportunities as compared to its peers. Strong cash flow generation also provides DLPL with enough
ammunition to target weaker unorganised players in a post COVID-19 scenario as they are is likely to
be significantly impacted by the pandemic. In the recent past, DLPL has acquired substantial stake in
Indore-based Central Lab, Maharashtra-based Bawankar Pathology, Bhopal-based Delta Ria and
Pathology Pvt, and Vadodara-based Amin’s Pathology Laboratory, among others to penetrate the
central and western part of India. Inorganic growth through acquisitions can further accelerate its
topline growth.

Year to March (INR Cr) FY18 FY19 FY20 FY21E FY22E
Revenue 1,056 1,203 1,330 1,396 1,646
YoY growth (%) 15.8 13.8 10.5 5.0 17.8
EBITDA 263 293 343 358 444
EBITDA margin (%) 24.9 243 25.8 25.6 26.9
Profit after tax 170 199 225 246 332
YoY growth (%) 10.4 16.5 13.4 9.1 34.8
EPS (INR) 20.5 23.9 27.1 29.5 39.9
ROAE (%) 246 22.9 22.7 21.7 248
ROACE (%) 35.1 31.4 32 27.1 30.4
P/E (x) 92.1 79 69.6 63.8 47.3
EV/EBITDA (x) 57.8 51.3 43.7 41.7 32.9
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Acquisitions can fuel topline growth
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Dr Lal PathLabs Ltd
Exhibit 1: Revenue, EBITDA and PAT CAGR of 12.2%, 9.1% and 15.1%, respectively, led by...
Revenue (INR crore) EBITDA, PAT and Return on Net Worth

(INR crore/%)

CAGR 12.2%
1,330 278

1,203

228
1,057 172 201
FY18 FY19 FY20
B EBITDA before ESOP expense, CSR & Ind-AS 116 impact PAT
FY18 FY19 FY20

Source: Edelweiss Professional Investor Research

Exhibit 2: ...robust increase in the number of clinical labs, patient service centres (PSCs) and pickup points (PUPs)

Number of clinical laboratories Number of PSCs Number of PUPs
216 3,095 6,995
6,426
2,569 5,624
2,153
200
193 I
FY18 FY19 FY20 FY18 FY19 FY20 FY18 FY19 FY20

Source: Edelweiss Professional Investor Research

Exhibit 3: Resulting in 17.2% and 13% CAGR in the number of samples collected and patients served, respectively

Number of samples (mn) Number of patients (mn)

CAGR 17.2% /CAGL%/»
/1:.7 19.4
41.8 17.6

34.7 15.2
FY18 FY19 FY20 FY18 FY19 FY20

Source: Edelweiss Professional Investor Research
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Financials

(INR Cr)
Income statement FY18 FY19 FY20 FY21E FY22E
Net Revenue 1,056 1,203 1,330 1,396 1,646
Income from operations 1,056 1,203 1,330 1,396 1,646
Medical consumables 226 262 298 328 378
Employee costs 180 208 242 242 271
Total SG&A expenses 386 439 445 467 551
EBITDA 263 293 343 358 444
EBIT 230 255 270 291 374
Interest expenses -18 -28 15 -15 -31
Other income 12.22 16.74 55 25 40
Profit before tax 261 300 310 331 446
Provision for tax 89 100 82 82 111
Minority interest (before Core Profit) 1 1 1 1 2
Reported PAT 170 199 225 246 332
Adjusted PAT 170 199 225 246 332
Basic shares outstanding (mn) 8 8 8 8 8
Adjusted basic EPS (INR) 20.5 23.9 27.1 29.5 39.9
Diluted equity shares (mn) 8 8 8 8 8
Adjusted diluted EPS (INR) 20.5 23.9 27.1 29.5 39.9
CEPS (INR) 24.4 28.4 35.8 37.6 48.2
Dividend per share (INR) 3.1 5.4 8.1 8.8 11.9
Dividend payout (%) 15.4 22.7 30 30 30
Common size metrics FY18 FY19 FY20 FY21E FY22E
Materials costs (Common Size Metrics) 21.3 21.8 22.4 235 23.0
Employee expenses (Common Size Metrics) 17.1 17.3 18.2 17.3 16.5
Operating expenses (Common Size Metrics) 75.0 75.6 74.1 74.3 73.0
Depreciation (Common Size Metrics) 3.1 3.1 5.4 4.7 4.2
EBITDA margins (Common Size Metrics) 24.9 24.3 25.8 25.6 26.9
Net profit margins (Common Size Metrics) 16.2 16.6 17.1 17.7 20.3
Growth ratios (%) FY18 FY19 FY20 FY21E FY22E
Revenues Growth 15.8 13.8 10.5 5.0 17.8
EBITDA Growth 111 11.2 17.0 4.2 24.1
PBT Growth 10.3 14.9 33 6.6 34.8
Net profit Growth 10.4 16.5 13.4 9.1 34.8
EPS Growth 9.6 16.5 134 9.1 34.8
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(INR Cr)
Balance sheet FY18 FY19 FY20 FY21E FY22E
Equity capital 83 83 83 83 83
Reserves & surplus 707 862 949 1,122 1,354
Shareholders funds 791 945 1,032 1,205 1,438
Minority interest (BS) 3 5 21 23 25
Long Term Liabilities & Provisions 7 1 93 49 67
Deferred Tax liability -16 -21 -22 -22 -22
Sources of funds 785 930 1,124 1,255 1,508
Depreciation 33 38 72 66 69
Net block 179 180 201 245 256
Capital work in progress 9 3 11 11 11
Total fixed assets 189 184 212 257 267
Goodwill on consolidation 31 28 77 77 77
Non current investments 20 23 154 154 154
Long-term loans and adv. 37 20 14 41 24
Cash and equivalents 458 675 733 800 1,119
Inventories 27 28 57 23 59
Sundry debtors 41 53 51 71 73
Loans and advances 80 47 34 47 47
Other current assets 16 9 16 9 9
Total current assets (ex cash) 164 138 159 151 189
Trade payable 65 79 117 62 134
Others current liabilities 50 58 109 113 137
Total current liabilities & provisions 115 138 227 176 272
Net current assets (ex cash) 48 0 -68 -24 -83
Uses of funds 785 930 1,124 1,255 1,508
Book value per share (INR) 94.9 113.5 123.9 144.7 172.6
Free cash flow FY18 FY19 FY20 FY21E FY22E
Net profit (Free Cash Flow) 170 199 225 246 332
Depreciation (Free Cash Flow) 33 38 72 66 69
Interest (Net of Tax) (Free Cash Flow) -11 -18 11 -11 -23
Others (Free Cash Flow) -4 -9 -38 11 23
Less: Changes in WC (Free Cash Flow) -9 -9 -12 43 -59
Operating cash flow (Free Cash Flow) 197 218 283 269 461
Less: Capex (Free Cash Flow) 72 41 78 80 80
Free Cash Flow (Free Cash Flow) 124 176 205 189 381
Cash flow metrics FY18 FY19 FY20 FY21E FY22E
Operating cash flow (Cash Flow Metrics) 197 218 283 269 461
Financing cash flow (Cash Flow Metrics) 12 -55 -190 -72 -97
Investing cash flow (Cash Flow Metrics) -172 -99 -26 -150 -45
Net Cash Flow (Cash Flow Metrics) 37 63 67 47 318
Capex -72 -41 -78 -80 -80
Dividend paid -31 -55 -155 -73 -99
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Profitability and efficiency ratios FY18 FY19 FY20 FY21E FY22E
ROAE (%) 24.6 22.9 22.7 21.7 24.8
ROACE (%) 35.1 31.4 32 27.1 30.4
Inventory day 36 38 52 45 40
Debtors days 14 14 14 16 16
Payable days 95 101 120 100 95
Cash conversion cycle (days) -44 -47 -54 -39 -39
Current ratio 53 5.8 3.9 5.4 4.8
Net Debt/Equity 0.0 -1.0 -1.0 -1.0 -1.0
Interest coverage -13.0 -9.0 17.6 -19.0 -12.0
Operating ratios FY18 FY19 FY20 FY21E FY22E
Total asset turnover (Operating ratios) 1.5 14 1.2 1.1 1.1
Fixed asset turnover (Operating ratios) 6.9 6.6 6.9 6.2 6.5
Equity turnover (Operating ratios) 1.5 1.3 1.3 1.2 1.2
Valuation parameters FY18 FY19 FY20 FY21E FY22E
EPS (INR) diluted 20.5 23.9 27.1 29.5 39.9
Y-0-Y growth (%) 9.6 16.5 13.4 9.1 34.8
Cash EPS 24.4 28.4 35.8 37.6 48.2
Diluted PE (x) 92.1 79 69.6 63.8 47.3
Price/BV (x) 19.8 16.6 15.2 13 10.9
EV/Sales (x) 14.4 12.6 11.4 10.9 9.2
EV/EBITDA (x) 57.8 51.3 43.7 41.7 32.9
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Edelweiss Broking Limited, 1st Floor, Tower 3, Wing B, Kohinoor City Mall, Kohinoor City, Kirol Road, Kurla(W)
Board: (91-22) 4272 2200
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Head Research KHATTAR P e
vinay.khattar@edelweissfin.com et 20200528 163618 40830
Rating Expected to
Buy appreciate more than 15% over a 12-month period
Hold appreciate between 5-15% over a 12-month period
Reduce Return below 5% over a 12-month period
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Disclaimer

Edelweiss Broking Limited (“EBL” or “Research Entity”) is regulated by the Securities and Exchange Board of India (“SEBI”) and is licensed to carry on the business of broking, depository
services and related activities. The business of EBL and its Associates (list available on www.edelweissfin.com) are organized around five broad business groups — Credit including Housing
and SME Finance, Commodities, Financial Markets, Asset Management and Life Insurance.

Broking services offered by Edelweiss Broking Limited under SEBI Registration No.: INZ000005231; Name of the Compliance Officer: Mr. Brijmohan Bohra, Email ID:
complianceofficer.ebl@edelweissfin.com Corporate Office: Edelweiss House, Off CST Road, Kalina, Mumbai - 400098; Tel. 18001023335/022-42722200/022-40094279

This Report has been prepared by Edelweiss Broking Limited in the capacity of a Research Analyst having SEBI Registration No.INHO00000172 and distributed as per SEBI (Research
Analysts) Regulations 2014. This report does not constitute an offer or solicitation for the purchase or sale of any financial instrument or as an official confirmation of any transaction.
The information contained herein is from publicly available data or other sources believed to be reliable. This report is provided for assistance only and is not intended to be and must
not alone be taken as the basis for an investment decision. The user assumes the entire risk of any use made of this information. Each recipient of this report should make such
investigation as it deems necessary to arrive at an independent evaluation of an investment in the securities of companies referred to in this document (including the merits and risks
involved), and should consult his own advisors to determine the merits and risks of such investment. The investment discussed or views expressed may not be suitable for all investors.

This information is strictly confidential and is being furnished to you solely for your information. This information should not be reproduced or redistributed or passed on directly or
indirectly in any form to any other person or published, copied, in whole or in part, for any purpose. This report is not directed or intended for distribution to, or use by, any person or
entity who is a citizen or resident of or located in any locality, state, country or other jurisdiction, where such distribution, publication, availability or use would be contrary to law,
regulation or which would subject EBL and associates / group companies to any registration or licensing requirements within such jurisdiction. The distribution of this report in certain
jurisdictions may be restricted by law, and persons in whose possession this report comes, should observe, any such restrictions. The information given in this report is as of the date of
this report and there can be no assurance that future results or events will be consistent with this information. This information is subject to change without any prior notice. EBL reserves
the right to make modifications and alterations to this statement as may be required from time to time. EBL or any of its associates / group companies shall not be in any way responsible
for any loss or damage that may arise to any person from any inadvertent error in the information contained in this report. EBL is committed to providing independent and transparent
recommendation to its clients. Neither EBL nor any of its associates, group companies, directors, employees, agents or representatives shall be liable for any damages whether direct,
indirect, special or consequential including loss of revenue or lost profits that may arise from or in connection with the use of the information. Our proprietary trading and investment
businesses may make investment decisions that are inconsistent with the recommendations expressed herein. Past performance is not necessarily a guide to future performance .The
disclosures of interest statements incorporated in this report are provided solely to enhance the transparency and should not be treated as endorsement of the views expressed in the
report. The information provided in these reports remains, unless otherwise stated, the copyright of EBL. All layout, design, original artwork, concepts and other Intellectual Properties,
remains the property and copyright of EBL and may not be used in any form or for any purpose whatsoever by any party without the express written permission of the copyright holders.

EBL shall not be liable for any delay or any other interruption which may occur in presenting the data due to any reason including network (Internet) reasons or snags in the system,
break down of the system or any other equipment, server breakdown, maintenance shutdown, breakdown of communication services or inability of the EBL to present the data. In no
event shall EBL be liable for any damages, including without limitation direct or indirect, special, incidental, or consequential damages, losses or expenses arising in connection with the
data presented by the EBL through this report.

We offer our research services to clients as well as our prospects. Though this report is disseminated to all the customers simultaneously, not all customers may receive this report at
the same time. We will not treat recipients as customers by virtue of their receiving this report.

EBL and its associates, officer, directors, and employees, research analyst (including relatives) worldwide may: (a) from time to time, have long or short positions in, and buy or sell the
securities thereof, of company(ies), mentioned herein or (b) be engaged in any other transaction involving such securities and earn brokerage or other compensation or act as a market
maker in the financial instruments of the subject company/company(ies) discussed herein or act as advisor or lender/borrower to such company(ies) or have other potential/material
conflict of interest with respect to any recommendation and related information and opinions at the time of publication of research report or at the time of public appearance. EBL may
have proprietary long/short position in the above mentioned scrip(s) and therefore should be considered as interested. The views provided herein are general in nature and do not
consider risk appetite or investment objective of any particular investor; readers are requested to take independent professional advice before investing. This should not be construed
as invitation or solicitation to do business with EBL.

EBL or its associates may have received compensation from the subject company in the past 12 months. EBL or its associates may have managed or co-managed public offering of
securities for the subject company in the past 12 months. EBL or its associates may have received compensation for investment banking or merchant banking or brokerage services from
the subject company in the past 12 months. EBL or its associates may have received any compensation for products or services other than investment banking or merchant banking or
brokerage services from the subject company in the past 12 months. EBL or its associates have not received any compensation or other benefits from the Subject Company or third party
in connection with the research report. Research analyst or his/her relative or EBL’s associates may have financial interest in the subject company. EBL, its associates, research analyst
and his/her relative may have other potential/material conflict of interest with respect to any recommendation and related information and opinions at the time of publication of
research report or at the time of public appearance.

Participants in foreign exchange transactions may incur risks arising from several factors, including the following: ( i) exchange rates can be volatile and are subject to large fluctuations;
(ii) the value of currencies may be affected by numerous market factors, including world and national economic, political and regulatory events, events in equity and debt markets and
changes in interest rates; and (iii) currencies may be subject to devaluation or government imposed exchange controls which could affect the value of the currency. Investors in securities
such as ADRs and Currency Derivatives, whose values are affected by the currency of an underlying security, effectively assume currency risk.

Research analyst has served as an officer, director or employee of subject Company: No
EBL has financial interest in the subject companies: No

EBL’s Associates may have actual / beneficial ownership of 1% or more securities of the subject company at the end of the month immediately preceding the date of publication of
research report.

Research analyst or his/her relative has actual/beneficial ownership of 1% or more securities of the subject company at the end of the month immediately preceding the date of
publication of research report: No

EBL has actual/beneficial ownership of 1% or more securities of the subject company at the end of the month immediately preceding the date of publication of research report: No
Subject company may have been client during twelve months preceding the date of distribution of the research report.

There were no instances of non-compliance by EBL on any matter related to the capital markets, resulting in significant and material disciplinary action during the last three years.
A graph of daily closing prices of the securities is also available at www.nseindia.com

Analyst Certification:
The analyst for this report certifies that all of the views expressed in this report accurately reflect his or her personal views about the subject company or companies and its or their
securities, and no part of his or her compensation was, is or will be, directly or indirectly related to specific recommendations or views expressed in this report.
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Additional Disclaimer for U.S. Persons

Edelweiss is not a registered broker — dealer under the U.S. Securities Exchange Act of 1934, as amended (the“1934 act”) and under applicable state laws in the United States. In addition
Edelweiss is not a registered investment adviser under the U.S. Investment Advisers Act of 1940, as amended (the "Advisers Act" and together with the 1934 Act, the "Acts), and under
applicable state laws in the United States. Accordingly, in the absence of specific exemption under the Acts, any brokerage and investment services provided by Edelweiss, including the
products and services described herein are not available to or intended for U.S. persons.

This report does not constitute an offer or invitation to purchase or subscribe for any securities or solicitation of any investments or investment services and/or shall not be considered
as an advertisement tool. "U.S. Persons" are generally defined as a natural person, residing in the United States or any entity organized or incorporated under the laws of the United
States. US Citizens living abroad may also be deemed "US Persons" under certain rules.

Transactions in securities discussed in this research report should be effected through Edelweiss Financial Services Inc.

Additional Disclaimer for U.K. Persons

The contents of this research report have not been approved by an authorised person within the meaning of the Financial Services and Markets Act 2000 ("FSMA").

In the United Kingdom, this research report is being distributed only to and is directed only at (a) persons who have professional experience in matters relating to investments falling
within Article 19(5) of the FSMA (Financial Promotion) Order 2005 (the “Order”); (b) persons falling within Article 49(2)(a) to (d) of the Order (including high net worth companies and
unincorporated associations); and (c) any other persons to whom it may otherwise lawfully be communicated (all such persons together being referred to as “relevant persons”).

This research report must not be acted on or relied on by persons who are not relevant persons. Any investment or investment activity to which this research report relates is available
only to relevant persons and will be engaged in only with relevant persons. Any person who is not a relevant person should not act or rely on this research report or any of its contents.
This research report must not be distributed, published, reproduced or disclosed (in whole or in part) by recipients to any other person.

Additional Disclaimer for Canadian Persons

Edelweiss is not a registered adviser or dealer under applicable Canadian securities laws nor has it obtained an exemption from the adviser and/or dealer registration requirements
under such law. Accordingly, any brokerage and investment services provided by Edelweiss, including the products and services described herein, are not available to or intended for
Canadian persons.

This research report and its respective contents do not constitute an offer or invitation to purchase or subscribe for any securities or solicitation of any investments or investment
services.

Disclosures under the provisions of SEBI (Research Analysts) Regulations 2014 (Regulations)

Edelweiss Broking Limited ("EBL" or "Research Entity") is regulated by the Securities and Exchange Board of India ("SEBI") and is licensed to carry on the business of broking, depository
services and related activities. The business of EBL and its associates are organized around five broad business groups — Credit including Housing and SME Finance, Commodities,
Financial Markets, Asset Management and Life Insurance. There were no instances of non-compliance by EBL on any matter related to the capital markets, resulting in significant and
material disciplinary action during the last three years. This research report has been prepared and distributed by Edelweiss Broking Limited ("Edelweiss") in the capacity of a Research
Analyst as per Regulation 22(1) of SEBI (Research Analysts) Regulations 2014 having SEBI Registration No.INHO00000172.
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